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Introduction
Latin American countries have lost competitiveness in world markets in comparison to China for the last two decades. The economic opening up of China, which was strategic and well planned, included the attraction of foreign companies and their know-how through special incentives such as tax exemptions, and through the creation of export-processing zones. Latin American countries, in contrast, tried to pursue unilateral and regional trade liberalization The main purpose of this study is to examine the causes of this loss of Latin American trade share and to measure the effects of relative productivity, changes in relative unit labor costs, changes in relative unit values, and changes in the overall price level (in constant US dollar terms) on relative export strength. If we find that the loss of Latin America's competitiveness is more the result of China's exchange rate management, than any failure on the part of Latin America, then Latin America would have less reason for concern. If, however, the loss of competitiveness were more the result of China's increase in productivity, then Latin America should be concerned about its future standing in world markets.
There are few empirical studies attempting to disentangle the concepts of comparative and competitive advantage when examining export success. This distinction, however, is crucial for evaluating the development of market shares in certain sectors and certain markets, as well as examining their determining factors. We build on a study by Golub and Hsieh (2000) who empirically test the Ricardian model, explaining comparative advantage by differences in productivity and labor costs. There is little empirical evidence based on the Ricardian model, except for analyses by MacDougall (1951), Stern (1962) , and Balassa (1963) . Nonetheless, the simplistic view of productivity differences as source of comparative advantage is confirmed by international comparisons of productivity. The notion of competitive advantage, in contrast, is the key concept of the newer trade theories and of strategic-trade policy and continues to be a much-debated issue in developed and developing countries. After all, it is costs (labor costs, trade costs--transport costs, tariff and non-tariff barriers, insurance costs)) and prices that matter in trade and, together, they are an important factor in determining the success of a product even where product differentiation exists.
We try to extend the study of Golub and Hsieh (2000) by giving sectoral wages (unit labor costs) and prices (unit export values) adequate importance and by including trade costs, price-level indicators, and real exchange rates. We furthermore aim to identify sectors where success is driven more by product quality than by product prices (in terms of export unit values). An optimal model will therefore contain relative productivity, relative unit labor costs, relative export unit values, differences in trade costs, a control for different price levels, and different real exchange rates. Our study will build on a huge set of panel data and use panel and pooled-estimation techniques (SUR-estimation, panel Feasible Generalized Least Squares (panel/pooled FGLS)). In this panel data framework, we are able to control for unobserved heterogeneity of various types (country-specific and sector-specific) and also for time-driven effects.
In our analysis, we will limit ourselves to comparing China with a Latin American country having a very strong manufacturing industry, namely Mexico, in selected single markets (US, Japan, Korea, Germany, UK, Spain, and Argentina). 
Comparative and Competitive Advantage
We utilize an eclectic model that contains five components: comparative advantage, relative trade costs, relative product prices (as measured by unit export values), relative overall price levels at home and abroad, and relative real exchange rates. As to the first component, comparative advantage, we build on a Ricardian model (the Scandinavian variant of the Australian model (Salter, 1959; Swan, 1960 Swan, , 1963 ), in which labor is the only factor of production and where home (nontraded) goods and traded goods are produced with constant returns, (fixed coefficient production functions of the Leontieff-Walras type). Technology and hence unit labor requirements differ across countries.
1 A comparison between China and Brazil was impaired by data problems (lack of comparable productivity and labor compensation data) with respect to Brazil. Nonetheless, common to China and Mexico is the influence of multinationals and foreign direct investment (FDI).
Following Dornbusch (1977 Dornbusch ( , 1980 , comparative advantage in the Ricardian model is determined by unit labor requirements,
where a is the number of units of labor required to produce a unit of value added ( Q ), and L is labor employed when producing a product in the home country. The a , the inverse of labor productivity, can be obtained from input-output tables.
The relative unit labor requirement A , our measure of comparative advantage, compares technical efficiency at home and abroad 2 (*) and is defined as
In a two-country, multi-good Ricardian model, comparative advantage can be determined by ranking domestic and foreign labor productivity by sector (i =1,…, n).
To make fair comparisons of competitiveness between the foreign and home markets, the price of labor has to be viewed in a common currency since countries with low labor productivity are well able to compete if their wages are sufficiently low and/or their exchange rate is depreciated; analogously, countries with high labor productivity might be unable to compete in international markets due to (excessively) high labor costs and/or an appreciated exchange rate. As to our fourth component, differing price levels at home (P) and abroad (P*), we will take a look at the Purchasing Power Parity (PPP) theory. According to the PPP theory, prices (in a common currency) for traded goods at home and abroad should be the same in the absence of tariffs, transport costs, and the absence of spatial arbitrage, over the long run. In the short-tomedium time period, however, a relatively lower price (or cost) level is expected to promote trade.
We also accept that the market exchange rate e differs from the PPP exchange rate ) ( PPP e in the short-to-medium term and that the short-to-medium term real exchange rate ) (RER will also differ from PPP RER . Thus the real exchange rate, our fifth component, can reflect the impact of exchange-rate management over the short and medium term.
Empirical Implementation

Data and Variables
The main data source employed is World Bank's database 
Selection of Destination Markets
We examine relative exports of China and Mexico to a total of seven destination markets. The destination markets were determined by means of the UN COMTRADE database (2007) according to the export value of 2005. Even though 2005 is not in the sample period, it gives us an idea of the markets that will be of relevance in the future. For both China and Mexico, the five most important export markets were selected. This yielded some overlap of countries (The US, the UK, and Germany are important export markets for both China and Mexico.)
and some mutually excluding destination markets due to language/cultural ties and geographical distance (e.g., Argentina and Spain are interesting markets for Mexico, and Japan and Korea are the main export markets of China). Accordingly, the US, the UK, Germany, Japan, and Korea have been selected as China's most important export markets, whereas the US, Argentina, Spain, Germany, and the UK have been identified as Mexico's export markets of relevance. Germany and the UK are of utmost importance both for China and Mexico; Spain and Argentina are critically important for Mexico; Japan and Korea are China's predominant export outlets. However, Asian countries are becoming increasingly interesting, particularly for Latin American countries.
Model Specification
To test for the role of comparative and competitive advantage in our eclectic, mainly an indicator of quality), and P P / * (measure of the impact of different cost levels) at home and abroad).
In a first best data world, we would set up the following equation for our ISIC sectors i and our seven destination markets j to describe the extended Ricardian model 7 : 
Estimation Procedure
The estimation procedure can be described as follows: In the first step, a pooled regression is run to get an overview of the relevant variables in each sector. This model-setup is estimated by Feasible Generalized Least Squares (FGLS), thus controlling for autocorrelation and nonstationarity of the series.
In the second step, a system of equations is built around the seven destination markets (Argentina, US, Germany, Spain, UK, Japan, and Korea). We control for correlation of the disturbances between the cross-sections (the above-mentioned seven countries) via Seemingly Unrelated Regression (SUR). By means of this method, correlation between the seven destination markets is considered. The system approach adds supplementary information to the non-system approach which was initially tested. The seven regressions (over the twentyeight sectors for each destination market) yielded quite poor results.
In the third step, the system of equations is estimated with cross-section specific (countryspecific) coefficients. However, it is only possible to use this method when sufficient data are available (such as in the textile sector).
Empirical Results: The Determinants of Competitiveness at the Sectoral Level
We present estimated results starting with a sector of utmost importance, namely textiles, where our data on export values and unit values were relatively more complete. Equation (9) was estimated with cross-section specific intercepts (country-fixed effects) and autocorrelation was controlled for with an AR(1) term. Adjusted R 2 was 0.92 and the DurbinWatson statistic was 1.96 (see Table 1 ).
The signs of the coefficients are as expected, except for the variable TCM (transport cost disadvantage). This coefficient was supposed to be negative but it turned out to be zero, indicating that transport costs do not influence the Chinese-Mexican relationship in competitiveness. 9 We observed that the transport cost effect was very well reflected in the cross-section-specific intercepts. The intercepts were negative for the destination markets: the US, Argentina, Germany, Spain, and UK, where China has a transport cost disadvantage, and were positive for the destination markets Japan and Korea, where China has a transport cost advantage. Relative productivity (lva) and our proxy for labor costs (lp) were insignificant but show the correct sign. Relative unit values (luv) had a significant negative impact on relative exports, implying that an increase in Chinese relative unit prices leads to a decrease in Chinese relative exports. A depreciation of the relative real exchange rate (lrer) had a positive impact on relative Chinese exports. Note: An AR(1) term was added. The coefficient was 0.78 and significant.
In the third step, a SUR was estimated with country-specific coefficients. luv was removed from the variable list, since it was statistically insignificant. Table 3 shows the SUR results for each of the seven countries.
We observe in Table 3 that almost all variables are significant (at conventional confidence levels). Furthermore, the Durbin-Watson statistics are now closer to two and the explanatory power of the regression equations has improved. The main message of Tables 1 to 3 is that the impact of transport costs is captured by the intercept of the pooled regression (see Table 1 , Fixed Effects). China's transport cost disadvantage is reflected in the negative intercept of Argentina, Germany, Spain, UK, and the US, and China's transport cost advantage is reflected in the positive intercept of Japan and Korea. Low unit values (proxy for prices) of a textile product enhance textile exports, α being twenty percent (Table 2 ). In summary, for most countries, productivity, low costs, and a depreciated real exchange rate positively influence competitiveness in the textile sector. Although, a seemingly unrelated regression with country specific coefficients would be our model of choice, we have to admit that the results have to be handled very carefully due to the data limitations discussed before. profits from low costs in the production countries.
Conclusions
Even though the results reflect the heterogeneity of the ISIC sectors under examination, they do show that comparative advantage of the Ricardo type is relevant in some sectors (textiles and industrial chemicals). It also becomes evident that low cost countries do have a competitive advantage, at least in some export sectors (textiles, furniture, beverages). Low unit prices are important for export success in non-ferrous metals and food but they are unimportant in the majority of the other sectors under investigation. Almost all sectors do benefit from competitive real exchange rates what makes a prudent exchange rate management so attractive. In this study the impact of transports costs seems to be captured in the cross-section fixed effects (in the country fixed effects). Using a common intercept transport costs are significant and carry the correct sign 10 .
In Tables A1 and A2 , we present our estimation results for some ISIC sectors with a sufficient number of observations. Table A1 shows the estimation results that were obtained using SUR and Table A2 contains the estimation results using Iterative Least Squares (ILS) or Weighted Least Squares (WLS). Insignificant variables were left out from the regression analysis.
Autocorrelation was always controlled for. The inserted AR(1) was significant, but is not listed in Tables A1 and A2 . 
